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= 3=1111= = = = = =Data were obtained from Department of Defense (DOD) 

officials and installations having esperience with gainshariiig 

programs. (Gaittsharing programs measure gains iii employee 

productivity and sharei the resulting savings between emp^ 
the Organizational Analysis of private sector studies on gainsharing 
efforts ideiitified-three major-tren^ (1) 
gainsharing by progrras based on organizat|on-^wid^ productivity 
nwasurement are-replacing^those programs based on individuals or 
small groiqp productivity measurements r (2) high success rates are 
being achieved organizational-abased programs; and 131 ea^lOyee 

participation systems are being= incorporated into gaiiisharing i 

programs . All the gainsharing iff ertS: iii_DOD_reportedi cost^savings . 
Some installations reported indirect benefit 

sick leavei usage-andi reductions in- work backlogs and overtime costs . 
8a|ori barriers to gainsharing programs were lack of specific 
legislation authorizing such programs an absence of Office of 
Personnel Itenagement policies and guidance. Four principal eiements 
critical^ to the success: of gainsharing programs were identified! i 
continuous and visible top managnent supports-employee pafti^ 
systems i^^=defiaablei and accurate performance measures^ and -adequate - 
workloads to abserbproductivity increases^lFollowing the f our^page 
reporting .letter are these- appendixe^^ introduction, information on 
gainsharing trends in prii^te industry, information on DOD 
gainsharing efforts, elements that facilitate success, and private • 
sector organizational and DOD gainsharing exan^les.) (YLB) 



****************«««««««««««««««««««««««******** 

* Reproductions- supplied by EDRS are the best that can be made * 

* from the original document. * 



ERIC 



BiB ttri A c coi m UngXMIIce 
WaOtfttgbotti BiC. 20648 

G«iiKll CSDveninient Division 
B-224117 



September 26, 1986 

- - 1 

Tbe iBoDor a& te Bit 1 Chappell » Jr . 
Stialnnaa^ ^obconoiittee on Defense 

C(^ittee on Appropriations 
Hott^e of Rapreaeiitatives 

beat Hr. Chairman: 

Ibij briefing report is in teaponie to the Subcbmlttee'i June 4, 1985, 
reqnest that we revieif the itatui of gainahari^ efforts in the 
Department of Defense CDOD). As a resilt of meeting with your stiff, we 
agreed to report on (1) past and ongoing gainsharinge^^^ DODi (2) 

reported cost sayings, productivity in^ro^ and other benefits 

resulting from these efforts; (3^ barriers to and elements necessary for 
theisucceca of such efforts; and <4) gainsharing trends in private 
industry, including their applicability to the federal sector, 

O B JECTIV ES^ SCOPE, AMD HETOODOLOGY 

P?^^*®^**^=^^^^™***-^^ requested, we obtained dati from DOD_ 
officials in WashittgtoniD.C., and from DOD ins tallat ions having 
experience with gainsharing programs. We visited 16 D^ installations 
to jtnterview gainsharing program luna^^ 

docinentation on the programs. „Thirtyr four pro^ managers at eight 
i^jtallatitiis answered questionnaires detailing program operations and 
reaUltS) although we did not verify the accuracy of the reported data* 
The d9ta^fr6m^;the_ quest ioimaires are not projectable to the universe of 
gainsharittg efforts since we did not survey a representative soople; 
howiever^ the data does support certain of bur findings about the 
ei^ents necessary for gaitisharing programs to succeed. 

in ^addition, we analysed„p^^ on gainsharing efforts 

rpj(l) use as_criteria in ev^^ gainsharing efforts, (23 

id^tify elements necessary for s and (3J ascertain emerging 

trei^sin_ gainsharing. A detailed discussion of our objectives, scope, 
an^ methodology is found in appendix 1. 

Our ai^it work, imich took place from October 19^^ February 
19d6« was done in accordance with generally accepted government auditing 
standards. 

As requested by your office, we did not obtain written agency cboments, 
although we did discuss the report's contents with apprbpriate agency 
officials. 'TMT ^ « , 

A stimmai^ of bur observations on private sector and DOD gainsharing 
efforts follows. ^ o 



He define geitiihariis progrui as inceative systena that meaaare gains 
in^plpyee froductiyity and ihare the iaviiiga generated between 
e^lo^ea and the o^^aafcioii.^ The primary dbjeetive of gainaharing 
prbgrins ia to create eonditibha ishdir wbieh v^ management 
bemf it ^y moving b^ piuraliei-P^ tbvarda the coniibn goal of improved 
productivity. Gainahvring progrma can be^ baaed able^ on fiuncial_ 
incentiyea, or they cm ecrtdiine financial bonoa systems with employee 
participation: systaiis tlmt elicit and act upon suggestions from 
employees on how to do the wtk more efficiently and ef fectively» 

bur anaiyaia of studies on private sector garasharin^ efforts and bur 
prior work in this area indicates three major trends: 

*-H3ainsharing_prbgrMS: based on brgahiaatibawide productivity __ 
meaaurbmenta are replacing programs based bh individual or amall group 
productivity measurements. 

— 6rganisationai-*based gainsharing programa are achieving high auccesa 
rates. 

— Private aectbrfirM are in^ incptporating employee 

participatibn syst^s intb their gainaharing programs. 

mTOS OF CAIHSHmilG-EgroKS IN-^^ 

We collected dati on 18 gainaharing efforts implemented in DOD as of 
February 1986i 5_bngbiiig and 13 terminated. We alio gather^ data obi 
tfaree-DdD-gainsharittg-ef fbrta ctt^ developed* Although the 

efforta varied cbnaiderably as-r^ and types ^f employees 

involved and lengths bf time in bperatibn^ all the p^ implemented 
M Of the cpflq>letipn of pur audit work in February 1986 CU have been 
based on indiyidual or small group measurementa and (2) have not 
included employee participation systems. 



BE8BKE& 

the gainaharing efforts in DOD report cost saving^ (ranging from 
$7,000 to over $1 miliion). Some of the installations also report „ 
indirect benefits, including decreased sick leave usage and reductions 
in irbrk_ backlogs and overt imeLCOSti. : In additipn, some installations 
report that the gainahari^^ focusing attention on 

brganiaatibnal barriera to productivity imprbvemehta, help provide 
mechanisms and incentives for sblving these problems. 




|he maaor barrter* fi» g^^siwirig^ progtaias cited by effice of the 
^CMtary ofc.Def«n^^o^<^«l, itft iSe la^^ of specific legisiatisft 

5^ »^**^* eidSfeing policies 

prohtblting the ua,^ ^»f^»J^al8tratlve ttiite off and nierchandlii ^ 

progrJil!' I-Pieiseatlng galnsharlng 

Curtintly^ there 1, g sfSfflSentnae Pubitsbed gutSaace for federal 

a^nciea lntere8te«ijg=«^|HbligSln8.g«ln8l»«rini ptegraas. In this 

-v^«f J^^* Pt«4actlvity-1^.ied reward 

syateu (galnabarl^^ «e«d for 0PM to develop policy 

guidance for these Jires*^,* f f"* 

WS^igp^with^D^ oflieij^ t^j. specific legislatloi aatheriaing 
glMtoring prograii, cft*!'^ eltiiaJte the concarntf they expressed. 
Another_aiteniatlV6 iieg*-^^ (or 05tto expand the discussion In Its 
regulations or In Fie^J*! Personnel Manual^ (FPH) goverhii« employee 
Incentive programs sfgjtiCaUy address gainsbaring. The^rbposed 
guidance could deta^^ '^SS^tera for deslgtuog. iBPlemeiting. aSd 
operating galns^t^^^^^ " OPB^s vle«s on Se use of 

adBlnlstratlve time l^^Ueu of money. With regard to the use of 
Mrchandtae as a no^sBJ^d, oPH would have to cha^e its 
instructions. (FPU 0l, <^"Sibapter 7-^5,) in order to remove the existing 
prohiilitiott. ^ 

BLEHEMTS MECESSARf ^ SlJ^gs 

We identified four pirl-^cl^ eieroeats critical to the success of 
galnsharlng program^; 

''^ntinuous and vlajt^e fi^iagement support. 

P*'tlcipatJ«a ^^^tems to elicit and act upon «6rlc improv^ent 

•~^f tickle and accu^^i^ "^^utes ot perfbi^^ei 

—i^i&'iyate workloada po mV^^^ productivity increases. 

Other ilei«nts that^j,i3ttg|^^ to success Include ; UJ infbri^ttbn 
aharl^between part;t<jlpal^5^ Parties* (25 union participation. (3) 
continuous feedback^i^ eap'^eeB on their performance, and (4) the 
availability of part^ and '^^etialB to accomplish the work. 



Iways to I mprove Fed^^ ^^J^je iiieat andBse o f Prodo&tivl ty Based 
Reward^CTtems (GA0m'^^^\2A^ ©ec. 31, 19io5^ 
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pn*i gaiiiiKariil^ to date deiBDiiatrate that individoat/smait 

grbiip_prbgraip8« iHiln and aiainCalnedi cai 

generate coat saHngs afid prbd^^ What still needi 

to be detexmined M laKge grbup/brganiaiti^^^^ 

gainsharing prog!rai8| ^ich have proven aacceaaful.in private industry 
and offer, the Bost potential for sobstantial and tasting productivity 
imprpveiiientSi have the same applicabitity to the federal environments 

These iisues are discussed in note detail in the enclosed appendices 
is agreed with your bffice^ we are sendi^^ this report to the 

Secrete^: of Defense^ the Director of the OPHi and to other interested 
parties. If you have any questions . please call tte on 275^5099. 

;JSi^cerely yours t 




Associate Director 
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_ IB light of the present environment of retrenchinent in the 
ceaeral fovernment^ the potential iinplications=of the Balanced 
Budget and Emergency Deficit Control Act of 1985* and the 
recently initiated President's Productivity Imprbvement Program, 
agencies need to constantly search for ways to increase 
productivity and decrease cbstSi 

WORK, MOTiVATIOW, AND PmaeTIVlfY 

_*Studie8-and articles by consultants in the field point 
toward the importance of ^incentives to improve motivation and 
increase productivity. Recent studies also indicate that many 
workers arenot performing to their potential^ a report prepared 
f^r the Public Agenda Foundation in 1983 noted that the 
productive capabilities of the United States could be 
substantially^proved If we could tap what the report calls 
workers' discretionary efforts.' The report defines 
discretionary efforts as the differences between levels of work 
that have to be done to keep jobs and the maximom levels that are 
possible. 

Based bh a randbm sample of 845 companies, the study 
reported that of the workers in those companies: 

—23 percent were not working to their pbtential, 

—44 percent did hot put much more ef fbrt into their jobs 
over and abbve what was required to keep the jobs, 

—75 percent said they could be significantly mbre 
effective in their jobs, 

— 73 percent said the quality and ambtint of effort they put 
into their jobs had very little to do with how much they 
were paid, and 

--'3 percent believed the absence of a clear ebhhectibh 
between pay and performance was one of the main reasbns 
t^y their work efforts had deter ibratedi 

In order to tap workers i discretibhary efforts, some 
private sectbr companies have implemented gainsharing programs 
and, as a result, report improved productivity and decreased 
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^Daniel Tankelbvieh and abhnimmerwahr. Putting the Work Ethic to 
Works, A Public= ^ nda=Repo rt on Res toring America's Competitiv e 
Vitality , public Agenda Poundationr 1<^A^. 
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costs, various POD faciiitiss in recent ysars ha^re also 
instituted gainsharing efforts as tools to Increase employee 
product ivity. 

Gainsharing progr^s are finan^ incentive structures 
that measure gains in employee productivity and share the ^ 
savings generated between employees and the organization. The 
prime objective of gainsharing programs is to create conditions 
under which workers and management benefit by moving on parallel 
paths toward the common goal of improved productivity* 



These programs closely tie individual bonuses to _ 
corresponding increases in individual^ groups or organizational 
productivity. Ifhile many gainsharing programs are solely 
on monetary reward systems, others combine financial bonuses 
wlth employee participation systetiis. Called participative ^ 
gainsharing > these programs elicit and act upon suggestions f roiR 
employees on how todo^ work more efficiently_ and effectively 
and _reward_ them through bonuses for their increased 
productivity. 

Gainsharing programs that arebased solelyon financial 
incentives depend on^incre^ performance to achieve 

productivity imprbye^hts^^ P gainsharing programs 

combine physical improvement with systems f^ 
work-related problems, thus increasing productivity through 
better use of both physical and mental capabilities. 

Ofgahizatibfis with years of experience in gainsharing find 
it is more than just ah incentive plaii; it is a iBanagemeht 
philosophy-that ehcrourages to become involved in 

improving productivity i Gainsharing crea work environments 
in which employees see improved productivity as beneficial to 
them, therefore enabling worker productivity goals an«3 
management productivity goals to become congruent. : Bmplpyee 
interests expand to the entire organizatioh when all employees 
are rewarded as a group for their gains. When workers are 
concerned with productivity they be<» ilj interested in how 
operations are performed throughout the organization and (2) 
attentive to eliminating impediments to productivity. 

For the purpose of this report^ we have classified 
gainsharing programs according to the types of standards used to 
measure productivity, regardless of the numbers of employees 
involved • ihdiyidual/small grbupgaihshar ihg efforts use 
productivity standards, usually engineered standards (ah 
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engineered standard defines the time it should take for ah 
average gaalified person to accomplish thse defined work) > to _ 
roeasure performance on an individual or small qfobp Easts. Large 
group/organizational efforts use broader prodactivity 
ineasureinentst such as unit c6st# total units produced, or total 
costs i 



SB J il eTl VES^ S COPE i A ND BETHODOLOGY 

- By letter dated June 4, JSSS^ the ehairiran, Subco^ on 
Defense, House committee on Appropriations, requested we revi«*w 
the status of gainsharing efforts in DOD. As a result of 
meeting with subcommittee staff, we agreed to report oh £1) past 
and ongoing gainsharing efforts in DODj (2 j reported cost 
savings, productivity iffiprovementi, and ether benefits resulting 
from these effortsi (31 barriers to and elements necessary for 
the success Of such efforts? and (43 gairsharing trerds in 
private industry, including their appiicability* to the federal 
sector i 

Our review, conducted from October 1985 to February 1986, 
included work at DOD headquarters in Washington^ D.Ci, and at 
various DOD installations having experience v:ith gainsharing . 
Vfe visited 16 DOD installations to interview gainsharing program 
jrahagers and tb^collect-availabie documentation on the 
prbgramsi Jhirty-four program officials at the eight 
installations answered questionnaires detailing prograrr. 
operations and results, ^although^we did rOt verify the accuracy 
of the reported data. The data frOro the questionnaires are not 
protectable to the universe of gainsharing efforts since we did 
not survey a representative sample; however, the data does 
support certain of oUr findings about the elements necessary for 
gainsharing programs to succeed. 

Ke analyzed studies on private sector gainsharing effort 
to ascertain emerging trends in gainsharing i l?e used these 
analyses as criteria in evaluating DOD 's gainsharing efforts and 
for identifying elen:ents necessary for success and suggesting 
possible future directions for DOD's gainsharing efforts. 

^^^As requested by the Chairman's office, we did not Obtain 
written agency comments, although we did discuss the report's 
contents with appropriate agency officials s Our review was done 
in accordance with generally accepted government auditing 
standards i 
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GAINSHARING TRENDS IN 
PRIVATE INDUSTRY 

Studies on private sector gainsharihg programs and our prior 
%*orJc in this area point to three trends: 

•---Large group/organizational gainsharing programs based on 
brgahizationwide productivity are replacing 

prbgraiDS based oh ihdividual/small group productivity 
nteasuremehts. 



— Organizational gainsharing programs are achieving high 
success rates in improving productivity and decreasing 
costs. 

--Private sector firms are increasingly using employee 
participation systems in their gainsharihg programs. 



Studies on gainsharing rjSuiranartzed below 
reasons why such programs achieve substantial improvements in 
productivity, and they describe the elements that facilitate 
impleitiehtatioh of gainsharihg programs. 



PRTeR^Ae-JREPeRT^ii-GMHSfi ARI 

In March 1981, we reported that gainsharihg_ programs^^^ 
contributed to significant productivity improvements in private 
industry. 2 reported that productivity savings resulting from 
gainsharihg programs avet^ almost 17 percent for 24 firms 
providing fihaheial data: firms with gainsharing programs in 
operation over 5 years averaged almost 29rpereeht savings in 
work force costsr while firms with programs in operation less _ 
that 5 years averaged savings of about 8.5 percent* The report 
further stated that 80 percent of the 38 firms surveyed reported 
improved labor-management relations as a result of gainsharing , 
and over 70 percent of the 38 firms included employee 
participation systems as part of their programs. 



- _ ^The report also noted the trehd_away from ihdividual/small 
group gainsharing programs to large group/organizational 
efforts. In discussing the declining use of individual/small 
group programs we reported that: 

-—Accurate maintenance of standards for such programs is 
costly. 



Z productivi^y^Shariuat^-^ to 
Productivity Improvement ? (GAO/APMD-81^22t March 3, 1981). 
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— Qn ions _ frequently oi^ose such programs because of their 
potential for pitting eniplbyeeis against one another in 
competition for bonuses. 

--The programs can create conflicts between workers in the 
gaihsharihg program and workers not included in the 
program^ 

— Workers often resist new equipment or methods because of 
possible impacts oh earnings^ 

--Peer pressure or fear of standards being upgraded could 
cause employees to restrict output. 

OTHER^PRIVATE SECTOR GAINSHARING SfHBTKS 



Our analyses of five recent studies on private sector 
gainsharihg efforts show the trend towards large group/ 
organizational programs continues Also, private firas are 
increasingly incorporating empl -ly ^ participation systems in the 
programs to provide mechahisms to_^ advantage of employees* 
suggestions for doing the work more et- i siehtly and effectively. 
(App. V describes two private sector, large group/organizational 
gaihsharihg programs.) 

- 1JI82 study by the New York Stock Exchange reported that 
large group/organizational gaihsharihg programs were-^one of the 
six fastest growing human resource activities in corporations 
with 500 or more employees The study also reported that (i) 
15 percent of BiSi companies with 500 or more employees had 
gaihsharing plans and (2) of these, at least 63 percent reported 
that employees participated in decisionmaking. 

A 1983 study of 33 documehted organizational gaihsharing 
programs reported that over 80 percent had measurable^^ 
improvements in productivity^ cost savings^ and quality. 4 in 
discussing trends the study noted that (1) more organ izatibhal 
gainsharing programs had been implemented in the past 5 years 
than in the prior 50 years, and (2) more companies were including 
employee participation systems as part of their gaihsharing 
programs. Productivity in some of the companies studied 
increased 20 to 30 percent or more; 89 percent of the companies 
had employee participation systems. 



3 people and Productivity; A Challehge^b ebrpbr ate America , New 
York Stbek Exchange^ Nbvember 1982. 



Bullock^ "Gaihsharing: A Successful Track Record,* Buiah 
Resource Management , 1983* 
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__BitchellPein^ ah industrial M develbped 
Improsharel large group^based gainsharing plan which ineasures 
productivity through quantity of finished goods output) reported 
in T983 that 72 companies with Inproshare programs increased 
productivity an average of 22 percent. 5 The majority of the 
programs had employee participation systems, and those that did 
but performed those that did not. 

^ A 1985 study of gainsharihg-ahdit^ f uture_directibhs by 
^ward Lawler reported the popularity of large group/ ^ 
organizational, participative programs had increased tremendously 
in the last 10 years.^ The study reported that benefits 
resulting froiti such programs included: 



(1) A focus on cost savings^ hot just quahtity of production. 



(2) Attitudinal changes among workers causing them to demand more 
efficient management and better planning. 

(3) Workers trying to reduce overtime by working smartett not 
just harder and faster. 

(4) Enhanced coordination, teamwork, and knowledge-sharing at 
lower levels. 

(5) Secbghitioh of social heeds thrbugh participation and 
mutually reihfbrcihg grbup behavibr. 



(6) Greater acceptance of changes due_ to technology^ niarket, ahd 
new methods, since higher efficiency leads to bonuses. 

(7) Wbrkers prbdiicihg ideas as well as effort. 

(8) More flexible admihistratibh of uhibh-mahagemeht 
relationships. 

(9) Unions strengthened because they were responsible for better 
wbrk situations and higher pay. 



CQSetiBSIGS 

In their attempts to become-rao^ many private 

sector firms have implemented organizational based ^participative 
gainsharing programs. These programs generally involve fihahcial 



SMitchell Pein^ ^Experiences in Managing with Gainsharing," 
Industrial Management, May/June 1983i 



^Edward Lawler, Gainsharing Research: Findings and Future 
Directions, University of Southerh California, 1985. 
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bonus systems based on organizationwide productivity measurements 
and include employee participation systems to elicit and act upon 
suggestions on how to do the work more effectively and 
efficiently, when properly designed and operated, these types of 
gainsharing programs can substantially increase productivity and 
decrease costs ^ 
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GAINSHARINGEFFORTS IN THE 
DEPARTMENT OF DEFENSE 



DOD organizations began experimenting with gaihsharihg 
the late J970Si_ Host of the initial work was sponsored by the 
Navy Material Command and 
Development Center (NPIU)C) . In the early 198ds the Army Material 
Command (ANC) sponsored gainsharing tests lasting t8 to 24 months 
at various installations around the country. In addition, 
several DODlhstallatibhs have initiated gainsharing programs oh 
their own since 1977. 

The_l8 implemented or that we 

collected data on in bob vary considerably as regards (1 ) number 
of employees included in bonus sharing (from 17^to 1,000); {2y 
length of time in operation ( from 12 months to 54 months); and 
(3) types of employees involved (datatranscribers, mechanics, 
purchasers^ distributors^ and maihtehahce wdrkersj^ All the 
pr€>grams_have been based on individual or smell group measurement 
standards^ and none of the efforts have included employee 
participation systems. 



STATUS OF POD'S GAINSHARING PROGRAMS 

^ A^„shown_ in table ill * 1 ^ of the 2J DOD-gainsharihg programs 
on which we collected data, 5 were ongoing as of February 1986, 
13 had been terminated, and 3 were in the proposal stage « 

Ongoing programs 

_ _Table„IIIi1 shows. that_fbr_the five_bngoing gainsharing 
programs in D0D> tiw-are individual based and thr^ 
group based« While one recently implemented program has not yet 
reported results (befense Logistics bistribution Center, Tracy, 
CA) , the other four programs report success at improving 
productivity and decreasing costs. 



Terminated programs 



Thirteen of bob's gainsharing programs have b terminated: 
12 had finite operating periods because they were tests and 1 
terminated due to management concerns about the program. 

I The Armyls seven terminated efforts were tests aimed at _ 
determining gaihsharihg 's potential for improving productivi^ 
and decreasing costs. AMC concluded that the majority of the 
tests were successful in improving produ 

providing indirect benefits, including decreases in sick leave 
usage, personnel turnover, and absenteeism. 
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Pour Of the six-terminated Navy gainsharing efforts were 
tests conducted by NPRDC. These tests were designed to assess 
the feasibility of gainsharing programs in the Navy arid to 
operate for finite periods of time i NPRDG found improvements in 

the_areas_bf_perfQrmance effic of labor ^ 

accounting j and adjustment of staffing levels to changing^w 
load situations, cumuiativeiy resulting in cost savings for the 
organizations. NPRDC recommended that Navy managers consider 
using gainsharing systems to increase productivity and decrease 
costs. 

The 3-year gainsharing program at the PhiladelphiaNaval 
Shipyard terminated because (1 ) the program' s designer retired # 
and (2) management was not prepared to support a program that 
paid bonuses to some workers on ship overhauls for which total 
costs were hot being reduced. 

The other terminated gainsharing program was at.Mare Island 
Naval Shipyard* It was a small group effort in a machine shop^^ 
and included 22 employees. The test was discontinued because of 
problems with administrative workloads and the Shipyard 's plans 
to implement ah organizational based gainsharing program for its 
ID ^006 civilian employees. 



^ We also gathered data on three proposed gainsharing efforts 
in DOD: the Navy Supply Center in San Diego, McClellan Air Force 
Base, and Hare Island Naval Shipyard. The Supply Center is 
proposing ah individual effort for its small purchasing 
departments -McClellan and Har^ gainsharing 
programs that would, for the first time. Involve DOB 
installations in large group/organizational gainsharing. 

McClellan Air Force Base's Directorate of Distribution is 
designing a large group^ participative program as 

part of a proposed demonstration project pursuant to Title VI of 
the Civil Service Reform Act of 1978. (The act authorizes 
experiments to test and validate new management systems.) 

The Directorate is proposing to pay bonuses on the savings 
resulting from the auditable differences between alloc 
and actual costs. The Directorate's existing quality circle 
program would be incorporated into the gainsharing program to 
reinforce employee identification with organizational goals^^^ 
to take advantage of employee suggest:^ons for doing the work more 
effectively and efficiently. 
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^ Marf Island Naval Shipyard is proposing an organization 
gainsharing program that would include its 10,000 civilian 
employeesi The "Share-bf-The-Mare* program would calculate 
bonuses based on fixed estimates to overhaul ships versus actual 
costs. No bonuses would be earned oh ships not completed on 
time^ even if they were completed under the fixed prices. The 
savings from all ships overhauled during the year would be 
totaled and shared between the shipyard and all civilian 
einployees having at least 6 months of service at the shipyard at 
the time of the bonus payment, with each employee receiving equal 
bohusesi 3 'a- 

=z|n order to help tie workers' performance to yearly 
gainsharing bonuses, the shipyard would incorporate various 
communication and feedback mechanisms to let workers know, on a 
monthly basis, how they were performing relative to the fixed 
price of eacrh ship* For example, the shipyard plans to give the 
workers monthly "shares," similar to stock certificates, that 
would report the shipyard's performance level as of that point in 
the year; 

REPORTED RESHIiTS^f^DeB'S G&INSflftRING EFFORTS 



111*1 (p. *5) details operating and program 
inforcaation, as reported by the activities* for the 21 bob 
gainsharing programs on which data was gathered. Excluding the 
program recently impleinehted and not yet reporting results and 
the three proposed programs, all the gainsharing efforts report 
cost savings Ifrom $7,000 to over $1 million^. (App* VI 
describes three of bob's efforts, a completed test and two 
ongoing programs that continue to provide benefits to the 
sponsoring organizations.) 

Several locations also tracked and reported some of the 
indirect benefits resulting from their gainsharing efforts* The 
Navy Public Works Center in San Diego reported the elimihatibh of 
Work backlogs, an 8d-percent reduction in time lost due to 
bn=the-3ob injuries, and substantial reductions in overtime (see 
app. VI). The Army Missile Cbmmarid at Redstone Arsenal reported 
personnel turnover and bvertiiSe decreased to one- fifth and about 
two-fifths their pre-gaihsharihg levels, respectively, and work 
backlogs w«re eliminated i The Sacramento Army Depot's test found 
sighificaht decreases in overtime and sick leave, along with a 
decrease in the maintenance reject/rework rate from 5.9 to 1.1 
percent (see app. VI). 
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Officials at many of the sites we visite^ stated tfiat by _ 
focusing attention on performance, gainsharing efforts provided 
information to help highlight and resolve organiaational 
problemSjp inadequate management cohtrpls, and impediments to 
productivity Improvemehts. For exalBple r the gainsharing test in 
the machine shop, at the Pearl Bar^r Naval Shipyard disclosed 
that the shipyardAs labor reporting system did not provide, 
detailed'^enough data for the test. The new system developed 
for the gainsharing effort proved so successful that it may be 
implemented at all Navy shipyards. 

Other examples include: 

— identification and correct^ of inventory control 
problems at the fobyhanha Army Depots 

— correction of time card mischarges at the Anniston Army 
Depot, and 



— idehtificatibh of adverse trends in operations at the Army 
Armament Research and Development Center. 



LEGISLATIVE, REGULATORY , AND POLICY 
IMPEDIMENTS TO GAINSHARING 



Office of Secretary of Defense officials believe that the 
implementation of gainsharing programs is being impeded due to 



— the lack of specific legislation authorizing such 
programs. 



--existing ihstructiohs that limit flexibility in designing 
and operating gainsharing programs, and 



— the absence of published guidance from 0PM. 

The Government Employees* Incentive Awards Act, 5 U.S.C. 
4501 et sea., provides the legal basis for gainsharing programs. 
Howeverir/'tne act fails to spe^ address gainsharing or the 

use of administrative time off in lieu of money, a gainsharing 
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boDos option that is used in the private sector.? bOD officials 
believe that the lack of specific legislation makes agency 
managers hesitant to take the initiative in developing 

fri''*"*^- They also feel that, for some employees, 
time off could be more of an incentive than bonus payments! 

r. •s'^? **?ff??^^^®"* officials stated that dPM instructions 
limit flexibility in designing and operating gainsharing 

uf??*^^"*^^^^^' they point to PPM 451, subchapter 7-5, 
which prohibits the use of merchandise in lieu of money as 

«?ffS''iwf^',.°?*^^"? ^'^^^^^^^^^^^^i^S' DOD program officials ilso 
Plted this limitation as an impediment to gaihsharing programs. 
They^noted^that in some instances merchandise, such as jackets, 
could be effective inducements in developing team spirit 
characteristic of successful gaihsharing programs. 

?""®"tly» there is no governroehtwide published guidance for 
federal agencies interested in establishing gainsharing 
programs. In this connection, our December 31, 1980, report on 
productivity based reward, systems (gainsharing programs) cited 
the need for 0PM to develop policy guidance for these programs. 

^-DOD entities do have the benefit of bOD's internal 
instruction 5010.39 (Nov. 16^ 1984)^ which provides policy, 
prescribes procedures, and assigns responsibilities for 
establishing and administering DOb work force motivation 



8ln a^December 7, 1982, letter to the internal Revenue 
Service i 8^208766 ), the Comptroller General held that 
administrative leave may not be granted under the incentive 
awards program. The basis of the 1982 opinion is that neither 
the_In?entive Awards Act hdr its implementing regulations or 
instructions suggest that administrative leave was contemplated 

luthnr??l^*f^?^"°"l^^^ '^•'^ program, and no current 

authority exists. However, the opinion leaves open the 

possibility^ that administrative leave could be permitted if OPM 
?°..ff^i®- -®=^-^''^***^^°"^ ^'^ instructions, given the "wide 
latitude the act^gives that agency for implementing the 
incentives program. 

*!^?.\^i"5^^^S**'f of, this act by the Comptroller General 

include two decisions approving proposed programs to provide 
monetary incentive awards based on achieving fixed production 
standards (B-128082, August 14, 1956, and 8-108082, July 15, 
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ef fortSi Also ^ in March 1985 #D^ Its "duiae for the^ 

Design and Implementation of Productivity Gainsharing Programs" 
( 5010. 39^G) , which provides info on gaihsharing prototypes 

and general instructions for designing and implementing 
gainsharing programs. 

_ 8e agree with ^D that specif ic legislation- _ 

authorizing- gainsaaringprogr^ could-eliminate the concerns 
they ekpressed • Another alternative would bef or 0PM to expand 
the diiscussion in its regulations or in the PPM governing 
employee incentive programs to specifically address gainsharing. 
The ^proposed guidance could detail parameters for designing # 
implemefitihgi. and operating ^ig^ as well as 

□PH's views on the use of administrative timeoff in lieu of- 
money. -With regard to the use of merchandise as a noncash award, 
we agree with pop that pPM would have to change its instructions 
(PPM 451, subchapter 7-5) in order to remove the existing 
prohibition • 
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ELEHESTS^THAT^ACij.XjaTE SUCCESS 

_ Based on information gathered during our field viiiti 
through questionnaires and interviews, evaluations of data 
provided by D^, and analyses of private sector studies, we have 
identified elements important to the success of gainsharinq 
efforts i ^ 

•^i ^D'f ^gainsharing efforts to date demonstrate that 
mdividual/small group programs can generate costs savings and 
other related improvements. What still needs to be determined 
IS whether large group/organizatiohal#^p^ 

gainsharing programs,^ which have proven successful in private 
industry, have the same applicability to the federal ehvirbrimeht. 

INbiVIDDAL/ SHALfc SaSMP 

. P=f°^"^i *'ith respect to DOD's ihdividual/small group 
gainsharing efforts, that the following three elements specific 
to these types of programs helped facilitate success: 

--occupations that involved repetitive, easily definable 
tasks, such as data transcribers; 

—the availability of engineered or other reliable standards 
against which to measure performance; and 

--computerized systems to record and track labor charges and 
other costs i 

QAlNSHAaNG^iN GENERAL 

- . Information available from private sector experienc and 
studies is fairly clear concerning the elements that facilitate 
successful gainsharing programs, whether individual/sroall group 
or large group/brganizatiohal . Our work in DOD supports the 
validity of these elements for success in the f federal sector. 

The most freguently cited element necessary for gainsharing 
to succeed is contihubus and visible management support at all 
^^^uJ^u^^^ pcbgrami Since gainsharing programs are dependent 
pn high levels of management involvement and support, commitment 
by management is essential if programs are to be successful. 

==z -Another critical element necessary for success is employee 
participation in designing and implementing the program. Private 
sector studies point to the continuation of this employee 
participation in the productivity improvement process, usually 
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achtevecl by formin| teams or groups to elicit and act upon 
suggestions from employies oh how to do the work more effectively 
and efficiehtlyi Mahagenient must eheou employees to 
oarticipate and actively involve themselves in this process* 
This neans, in certain cases, that managers must change their 
management style from autocratic to open and participatory. 
Based bh the numbers Of private sector firms incorporating 
employee participattoh systems as integral parts of their ^ 
gainsharing programs^ we believe that without this process major 
sources of productivity improvement ideas are lost. 



The third critical element is definable and practical 
measures of performance. If the measurement formula is_n6t 
understandable by employees, it will be distrusted, causing 
difficulties for the program's operation. The performance 
measurement should be as simple as possible and reflect workers' 
actual performance, not factors that are Out of their control. 
From the organization's perspective^ the measures must be 
accurate reflections of the performance of the work force* 



ft fourth critical element is sufficient workloads to absorb 

increases in productivity. Workloads were problems with some of 
the small group Army gainsharihg tests. l initially, when the 
tests were first implemented^ several of the depots* which are 
dependent upon other Army activities for their workloads, were 
faced with work backlogs. Once the tests got underway the 
backlogs were eliminated by increases in productivity. 
Subsequently^ the workloads were insufficient to sustain 
increased levels of productivity* 

Other elements that facilitate successful gainsharihg 
programs, cited in private sector studies and based oh 
ihforraatidh gathered by Our questionnaires and interviews of DOD 
program officials^ include: 

— information sharing between participating parties, 
— union participation where appropriate^ 

— availability Of parts and materials needed to accomplish 
the work^ and 

—continuous feedback to workers oh their performance. 

Our 1981 report cited a number of reasohs why gaihsharihg 
programs are not iucrcessful, including ( 1 ) lack of mahagemeht 
commitmeht, (2) failure to develop good communication systems* ^ 
and (3) use of a questiohable bonus formula. This list parallels 
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the elements heeded foe success that we identified in bur 
analysis 6£ DOD's galnsharing efforts. 

Eift^E^Gi^B P/dRGftNI ZftTIONAL 

-The trends in private industry to large group/ 
organizational, participative gainsharing programs are being 
fueled by the benefits that such large scale efforts offer, 
including: ' 

— potential involveinent of all employees; 

— avoidance of maintaining engineered standards arid the 
recordkeeping associated with individual/small arbuo 
efforts; ^ ^ 

—having all employees working together toward common goals, 
rather than competing as individuals or small groups? 

—eliminating dissent between direct and indirect employees 
since all haVe the opportunity to participate; and 

—having mechanisms for eliciting and acting upon employee 
suggestions for doing the work more effectively and 
efficiently. 

In light of the trends in privates industry, it appears that 
the next step is to deterraihe the applicability of large 
group/organizational, participative gainsharina programs to the 
federal envirohmerit^ Since DOD has, by far, the most federal 
experience with gainsharing, and has two large group/ 
organizational programs in the planning stages, it would seem the 
logical choice to take the initiative in evaluating the potential 
of such programs. 

If large grbup/orgahizatiohai, participative gaihsharihg 
programs are implemented in bOD, we believe that the elements 
Cited in this report and summarized in table iVil should be 
present to help facilitate the success of the programs. 
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- TABEiE IVi l J _ 
Elements Neces sary For Sag eessful 
Gainsharlnq Programs 



1. Management support at all levelSi 

2. Employee participation systems to identify and solve 
wOrk-related problems. 

3. Definable and practical measures of performance. 

4. Sufficient workloads to absorb incrreases in 
productivity. 

5* Information sharing between participating parties. 

6. Onion participation where appropriate. 

7. Availability of parts and materials to accomplish 
the work. 

Si Gbhtinuous feedback to workers on their perfbrraaheei 
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PRigagE^ECfoit orgmii^jonAl gainsharing examples 
Example^ 

Paced with the heed to improve productivity to offset rising 
co^ts* a 2, 4ee-employee hospital established an orgahizatlbhwide 
fainsharing program in 1984. Using an existing work measurement 
System that covers 75 percent of its iirviees, plus other 
productivity measurements, the hospital computes the cost of 
producing its "products"— discharged pat lents^-versus the price 
of its services. In addition^ each hospital department has its 
own productivity standard^ based on historical data, against 
urtiich performance is measured. 

Bpn^ises are paid to employees of departments whose 
productivity exceeds their historical standards. However, no 
bonuses are awarded if the Uospttal as a whole does not increase 
productivity. Bonuses, which are paid weekly, are based on 
3-month moving averages to compensate for fluctuations in costs 
versus admissions^ 

=-=^ Doling the first year of the gainsharing program hospital 
productivity increased 8 percent, producing $2 million in 
savings. Hospital eiBplbyeesV bonuses averaged 4.3 percent of 
their base salaries during this time frame. Concurrent with its 
gainsharing program^ the hospital uses quality circles to elicit 
proposals from employees on improved methods for doing the work. 

Example B 

1981, a custom hardwood and veneer manufacturing firm 
impleffiehted ah organizationwide^ participative gainsharing 
program called a Scanlon Plan.' The gainsharing plan has three 
comn^n elements : (1) a philosophy of cooperatibh betH«eh 
management and employees? (21 networks of ihbpfloorand/or office 
teams to elicit, prbcess, and act upon sudgestions from employees 
on improved ways of dbihg the work; and (3) financial bonus 
systems to reward employees for productivity and efficiency 
gains# 



^Named after its founder Joseph Scanlon, the plan is a 
philosophy that incorporates principles of mahagemeht that 

(1) encourage people to identify with their work groups 

(2) encourage people to participate as much as they cahi and 

(3) . cpfitinually focus on equitably rewardii>g all menibers of the 
orfahisatioh. 
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_ For the 5 years prior to 1981 , the company* s total costs o£ 
producing its products averaged 81 percent o£ their sales 
Iralu^ # By : the end of 1984 the company had reduced production 
cost ^- to 69^6 ^reent of sales value ^ a 15r{Hircent improvemeht in 
productivity* fhe-4^yeaf savings of approximately $2 milli^ 
were J shared; 45/55 percent between the company and employees/ 
respectively. As a result^ the company experienced consecutive 
years of record profits, while employee bonuses increased from an 
average of $315 in 1981 to almost $3,300 in 1984. 
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BXAHPLES OF DBD^ftlNSHARING EFPORTS 
Sac r am ento ^my^tepot 

Originally impleaentea in July 1982 for about 54 maintenariee 
enployees responsible for repairing ground radios and flight 
navigational instruinehts, the small group test effort at the 
Sacramento Army Depot ttas expanded in October 1982 to include 45 
employees involved with small purchases « The tests for both 
groups^ for which 98 percent of the wric measured had engineered 
standards, were Completed in March 1984. Combined, the tests 
resulted in reported savings of about $371,500, shared equally 
between the government and employees. Productivity, based oh the 
number of units produced, increased 17 percent for small purchase 
employees and 16 percent for maintenahee employees. Other 
benefits reported included reductibhs in overtime (56 percent for 
maintenance, 35 percent for small purchase) and in sick leave (12 
percent for maintenance, 21 percent for small purchase). 

Sacramehte air toglstics^Center 



^=fSf fata transcription unit at the Sacramehto Air Logistics 
Center initiated a gainsharingprdgram in September 1982. 
Employing an average of 38 transcribers^ the unit has improved 
its performance by about 28 percent since the program's 
inception.: The resulting savings of about $252,000 (as of 
De<^mber 1985) were shared 80/20 percent between the goverhmeht 
and employees^ respectively. The unit has also experienced 
significant reductions in personnel turnover, overtime^ backlogs, 
and the amount of work it has to contract out i itecently, as part 
of an Office of Management and Budget Circular A-76 review, the 
unit successfully competed against having its entire operation 
contracted out. 



Navy^ablic Works^Center^ San Diego 

-Centered primarily in the automobile section^ the machine 
repair activity at the Navy Public Works Center, San biego, 
initiated an individual based gainsharing program in 1982. Since 
itsinceptioh, the program has helped the approximately 80 
employees (1) increase productivity by 23 percent, (2) generate 
about $347^000 in savings (shared between organization and 
employees 70 percent and 30 percent, respectively)^ (3) decrease 
equipment downtime by 50 percent^ and (4) decrease time off due 
to injury by 80 percent. The official responsible for designing, 
implementing? and operating the gainsharing program notes that 
the program has benefited from private sector engineered 
standards to measure performance against and from computer 
systems to track and record labor charges. 
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